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KEY ECONOMIC INDICATORS 
(In billion of U.S. dollars unless noted) 


1988 1989/a 1990/a 


Domestic Economy 
Population (millions) 61.4 62.2 63.0 
Population growth (%) 0.6 isa 1.4 


GNP in current dollars 1,201.9 
Per capita GNP, current dollars 
(in thousands) 19,323 


GNP in German Mark 
(1980 prices; in DM billions) 1,770.0 
% change 4.0 
Consumer Price Index 
% change 3.0 


Production and Employment 
Civ. Labor Force (millions) 30.0 
Unemployment (avg. % for year)/b . Ven 
Industrial production (%change) 
[local currency base 1980=100) 
Govt. operating surplus or deficit 
as % of GDP/c 


Balance of Payments 

Exports (F.0.B.) 

Imports (C.I.F.) 

Trade balance 

Current account balance 
Foreign direct investment (new)/d 
Foreign exchange reserves (year end) 

Average exch. rate for year 

(DM = U.S. $1.00) 


U.S. - German Trade 
German exports to U.S. (F.O.B.) 
German imports from U.S. (C.I F.) 
Trade balance 
U.S. share for German exports ($%) 
U.S. share of German imports (3%) 


Principal U.S. exports (Jan.-Sept. 1989) in billions of 

U.S. dollars: machinery 3,295; chemicals 2,510; electrical 
equipment 1,965; aircraft 1,695; edible fats and oils 388; motor 
vehicles 488. Principal U.S. imports (Jan.-Sept. 1989): motor 
vehicles 5,015; machinery 4,075; chemicals 2,916; electrical 
equipment 1,823; aircraft 436. 


a/ Projections for 1989 and 1990 are consensus forecasts; 

b/ as percent of total labor force; c/ on National Income 
Accounts-basis, all levels of government including the social 
security system; d/ foreign direct investment in Germany; 
Deutsche Bundesbank (year-end) data; e/ October 1989; 

mea. = not available, 


Sources: Federal Statistical Office, Deutsche Bundesbank, OECD, 
German Government 





SUMMARY 


For the second year in a row, the Federal Republic of Germany 
(FRG/Germany) is experiencing robust economic growth. After 
increasing by 3.6 percent last year, real german GNP in 1989 
rose by an even stronger 4 percent, the highest growth rate in 
over a decade. Stronger-than-expected increases in exports and 
export-led investment are the main motors behind this year's 
vigorous economic activity. In 1990 most observers expect 
German economic growth to tail off a bit to a still solid rate 
of 3.0-3.5 percent. Exports and investment will continue to 
show the highest growth rates. After increasing by a rate less 
than 2 percent, private consumption should perk up in 1990, 
aided by the 1990 tax cut and the continued huge influx of 
German emigrants from the Eastern European countries, 


In 1989, Germany chalked up another record German Mark 
(Deutsche Mark/DM) trade surplus of around DM 140 billion and a 
record current account surplus of around DM 105-110 billion. 

In 1990, Germany's external account surpluses are expected to 
rise marginally to yet new record heights. German imports from 
the United States in 1989 are estimated to have increased by 
over 30 percent while German exports to the United States rose 
by a mere 1 percent. AS a result, Germany's trade surplus with 
the United States plummeted by 50 percent to just under 

DM 8 billion. The outlook for U.S. exports to Germany this 


year should remain bright given Germany's good growth prospects 
and the recent decline of the dollar against the German Mark. 


Buoyed by the strong economic expansion, total employment in 
1989 reached its highest level in the Federal Republic's 
40-year history. Despite brisk economic growth, the rise in 
inflation in 1990 is expected to be no higher than the 1989 
rate of 3 percent. A booming economy, higher employment, 
slightly higher inflation and 1989's excise tax hikes have put 
Germany in its best fiscal situation since 1974, 


Many observers believe the dramatic breaching of the Berlin 
Wall/inner-German borders and the current tidal wave of 
political/economic change in Eastern Europe will give a boost 
to Germany's growth prospects in the 1990s. Already the surge 
of East German resettlers and Eastern European ethnic-German 
emigrants to the Federal Republic (1989 inflow: 720,000) is 
having an important impact on the German economy by increasing 
private consumption and alleviating some supply constraints. 
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CURRENT ECONOMIC OUTLOOK: ROBUST GROWTH IN 1989 WITH ONLY 
SLIGHT SLOWDOWN IN 0 


In 1989, Germany registered real GNP growth of about 

4 percent, the country's best performance since 1976. Among 
the G-7 countries only Japan achieved a higher 1989 growth 
rate, which means that Germany, for the first time in the 
1980s, exceeded the G-7 average. (The G-7 members are the 
United States, Japan, Canada, the United Kingdom, Italy, France 
and Germany.) By far the main engine of 1989's brisk economic 
growth was a Significant spurt of 11 percent in real German 
exports, fueled in a large part by a worldwide capital boom. 
This jump in exports accounted for about two-thirds of GNP 
growth last year. Strong equipment investment (up by over 

& percent) was last year's other main stimulus for growth. 

The highest domestic capacity utilization rates in 18 years, 
good export sales prospects, increased profitability, and 
preparations for the European Community Single Market after 
1992 have spurred on German investment activity, particularly 
for capacity-widening investment. In contrast, private 
consumption, the main vehicle for domestic-led growth, grew in 
1989 at a very low rate of under 2 percent (real) as consumer 
demand was weakened by the DM 8 billion excise tax hike at the 
beginning of 1989, somewhat higher inflation and a slight real 
drop in average wages. 


The outlook for 1990, the year of national elections, also 
looks bright, with solid real GNP growth of 3.0-3.5 percent 
expected. Exports and equipment investment should again 
register the highest growth rates, both rising in real terms by 
around 7 percent. However, after weak growth in 1989, private 
consumption is expected to perk up and rise in line with real 
GNP, boosted by the net DM 25 billion in tax cuts that went 
into effect on January 1, higher wage settlements, and the 
continued massive influx of East German resettlers 
("Uebersiedler") and ethnic German emigrants ("Aussiedler") 
from the Eastern European countries, 


The average inflation rate should remain at a rate of around 

3 percent as the appre@iating German Mark lowers import prices 
and the one-time effect of last year's excise take hikes is not 
repeated. Employment growth will remain strong (400,000 new 
jobs versus 330,000 in 1989), but the unemployment rate will 
not drop much below the 1989 average level of 7.2 percent due 
to a sizeable increase in the domestic labor force stemming 
mainly from the tremendous inflow of Aussiedler/Uebersiedler. 
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EXTERNAL ACCOUNTS: RECORD TRADE AND CURRENT ACCOUNT SURPLUSES 


In 1989, Germany's trade surplus is estimated to have hit 
another record of around DM 140 billion, up DM 12 billion from 
the previous year's record. The 1989 current account surplus, 
estimated at DM 105-110 billion, also substantially surpassed 
the 1988 record level of DM 85.3 billion. 


German exports in real terms rose by a hefty 11 percent in 1989 
to an estimated DM 646 billion, while imports registered slower 
growth of 6.5 percent to around DM 566.0 billion. As a result, 
Germany's net real foreign balance soared upward by 57 percent 
to an estimated DM 80 billion. The primary reason for the 
German export surge is the worldwide investment boom, 
especially in Europe, which has boosted German capital goods 
exports. German exports also benefited from the Mark's 
relative weakness throughout most of 1989. 


Mainly as the result of an expected slowdown in world trade, 
German exports in 1990 should increase at a less brisk, but 
still strong, real rate of 7.0-7.5 percent as the movement 
toward a Single European Market after 1992 continues to fuel 
foreign demand for German capital goods. Imports, aided by the 
strengthening Mark, are expected to increase at a slightly 
higher rate than exports. However, because the base for 


exports is so much larger than that for imports, Germany's real 
net foreign balance will likely inch up to a new record height 
in 1990 of around DM 83 billion. The country's trade and 
current account surpluses should also hit new record peaks of 
around DM 150 billion and DM 115 billion, respectively. 


Over the last few years, the lion's share of Germany's trade 
surplus has been with its European Community (EC) partners. 
Between 1985 and 1988, Germany's trade surplus with the other 
EC countries soared from DM 32 to DM 81 billion and rose even 
further in 1989 to around DM 100 billion, accounting for over 
70 percent of Germany's total trade surplus. Despite this huge 
trade surplus, the Mark's value against the currencies of the 
other countries participating in the European Monetary System 
(EMS, which does not include the United Kingdom and Greece) has 
depreciated in real terms since the last EMS realignment in 
January 1987. 
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According to German statistics, in 1988 Germany posted a 

DM 16.6 billion trade surplus with the United States, down from 
DM 24.3 billion a year earlier. (By comparison in 1980 Germany 
ran a trade deficit of DM 4.2 billion with the United States. ) 
During the first eight months of 1989, German imports from the 
United States jumped by 33 percent while German exports to the 
United States rose by a mere 1 percent. For the year as a 
whole, it is estimated that Germany's trade surplus with the 
United States plummeted by over 50 percent to just under 

DM 8 billion. 


FISCAL POLICY: GUSHING REVENUES PUT GERMANY IN BEST FINANCIAL 
SITUATION SINCE 1974 


One of the key planks of the Kohl government's fiscal policy 
has been its three-stage 1986-1990 tax reform. The first two 
stages consisted of net personal tax relief of DM 10.9 billion 
in 1986 and DM 13.7 billion in tax relief at the beginning of 
1988. On January 1, 1990, the final stage of the reform will 
result in net tax cuts of DM 25 billion or just over one 
percent of GNP. The primary thrust of the tax relief is for 
individuals, the main elements of which are: a linearization of 
marginal personal tax rates; a reduction of the lowest 
individual tax rate from 22 to 19 percent; an increases in 
family and basic personal exemptions and a reduction in the 
peak individual tax rate from 56 to 53 percent. 


On the business side, the corporate tax rate on retained 
earnings will be reduced from 56 to 50 percent, and small 
businesses will receive another DM 0.6 billion in tax relief. 
To offset partially revenue losses coming from the 1990 tax 
reform, an estimated DM 14 billion will be raised by cutting 
back on tax preferences. 


In October 1989, the United States and Germany signed a new 
draft bilateral tax treaty for the avoidance of double taxation 
and mutual assistance in tax matters, whereby the withholding 
tax on dividends from German subsidiaries to their U.S. parent 
company will be reduced from the current 15 percent to 

10 percent beginning in 1990 and to 5 percent in 1992. 

The U.S. withholding tax on the profit transfer from U.S. 


subsidiaries to their German parent companies will be reduced 
accordingly. 
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MONETARY POLICY/FINANCIAL MARKETS: RISING INTEREST RATES 


Since mid-1988 the Bundesbank has gradually moved to tighten 
its monetary policy. Between then and October 1989, the 
Bundesbank raised stepwise the Lombard Rate, the Bundesbank's 
upper reference for money market interest rates, by 

3.5 percentage points to 8 percent and its discount rate, the 
unofficial floor for money market rates, by 3 percentage points 
to 6 percent. As a result, the Bundesbank's key interest rates 
at the end of 1989 were at their highest level since 1982. 


Initially, the Bundesbank's main reason for pursuing a stricter 
monetary policy was a desire to curb potential inflation by 
bolstering the Deutsche Mark against an appreciating dollar, 
reining in above-target money supply growth and stemming 
capital outflows, set off, among other things, by the 
announcement and implementation of a domestic 10 percent 
withholding tax on interest earnings on January 1, 1989. 


However, since midsummer 1989 many of these heretofore negative 
factors have moved in a favorable direction. Last April the 
German Government announced the repeal of its controversial 
interest withholding tax, which had an immediate positive 
effect on stemming capital outflows even though the repeal was 
not enacted until July. Finally after hitting its year peak of 
DM 2.02 in September, the dollar depreciated significantly 
during the rest of 1989, trading in a range of 

DM 1.70-1.75 at the end of the year. This has had the positive 
effect of lowering dollar-denominated import prices, 


LABOR MARKET: UNEMPLOYMENT DECLINES DESPITE WAVE OF IMMIGRANTS 
FROM EASTERN EUROPE 


The favorable trend in employment continued in 1989, with total 
unemployment dropping below the psychologically important 

2 million mark in midyear. Projections indicate that the 
average number of unemployed for the year will be near 

2 million, 200,000 below the 1988 number. It is estimated that 
the yearly average rate will be around 7.2 percent of the labor 
force. 
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The job market was very dynamic throughout the year. On the 
supply side, the number of job seekers continued to grow due to 
ever increasing numbers of women entering the labor force and 
to the inflow of ethnic Germans from Eastern Europe 
(Aussiedler) and the dramatic increase of resettlers from East 
Germany (Uebersiedler) in the last quarter. On the demand 
side, shortages of skilled workers, observed in earlier years, 
increased. German unions argued that the shortage was a result 
of employer unwillingness to train sufficient numbers of new 
workers. Other observers noted that the shortages were at 
least partially the result of mobility problems. Unemployed 
workers in areas of economic decline, either because of 
cultural and social reasons or practical reasons such as lack 
of housing, often do not relocate to areas of economic growth. 


The issue of work time reduction returned as an item of active 
controversy in 1989, particularly in the fall when both labor 
and management opened their public relations campaigns for the 
1990 new contract negotiations in the critical metal industry. 
A key union demand is the introduction of the 35 hour week; it 
is currently 37 hours. Negotiations opened in January and 
their effect on both the private and public sectors will be 
great. The union claims that this change will "save or 
preserve" 150,000 jobs, but the employers dispute that new jobs 
will be created through such a measure. 


The effect of the unification of the EC's Single Market was of 
concern to both German labor and management. Unions fear that 
the easing of the movement of capital and goods could threaten 
both employment and social standards in Germany. German 
industry is concerned that unions may not grant them sufficient 
flexibility to compete in the liberalized community. 


In the current preliminaries to the metal negotiations, 
employers have put forward the argument that the union should 
not seek further reductions in working time until the effects 
of the Internal Market become clear. In principle, government, 
industry, and labor have agreed that the Single Market must 
have a social dimension and that German social standards should 
not be lowered, but, at the same time, that job growth in the 
rest of the EC should not be limited. Uncertainty remains, 
however, whether or not these goals can be met. 
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UEBERSIEDLER AND AUSSIEDLER BOOST GERMAN GROWTH PROSPECTS 


Many observers believe the dramatic breaching of the Berlin 
Wall/inner-German borders and the current tidal wave of 
political/economic change in Eastern Europe could give a boost 
to Germany's growth prospects in the 1990s, particularly if 
these countries implement extensive market-oriented reforms. 
Already this year's mass influx of an estimated 350,000 East 
German resettlers (Uebersiedler; 1988: 40,000) and 370,000 
ethnic German immigrants from Eastern Europe (Aussiedler; 
1988: 200,000)) to Germany is having a significant impact on 
the Federal Republic's economy. During the first half of the 
1990s, the yearly combined inflow of Uebersiedler and 
Aussiedler is likely to remain high, with another 500,000 
persons expected to arrive this year in the Federal Republic. 


On the demand side, the Uebersiedler and Aussiedler are having 
an important effect on private consumption and the housing 
market. Arriving with next to no possessions and with a desire 
to attain a standard of living unimaginable in their country of 
Origin, the Uebersiedler and Aussiedler have a high propensity 
to consume and thus an important impact on domestic demand. 

In addition, the new arrivals have added pressure to an already 
tight housing market. To provide lodging for the 
Aussiedler/Uebersiedler as well as to ease the country's 
overall housing shortages, the German Government has announced 
that it will spend an additional DM 12-13 billion over the next 
four years to stimulate the construction of residential housing. 


On the supply side, the Aussiedler and, in particular, the 
Uebersiedler are providing welcome relief on the labor market. 
According to a rough estimate, about one-half of the Aussiedler 
and about two-thirds of the Uebersiedler are entering the 
German labor force. Although at year-end total unemployment 
was still high at close to 2 million, the domestic economy has 
been experiencing a growing problem of skilled labor shortages 
as well as shortages of workers in the construction, hotel and 
crafts sectors. 


In the longer term, precisely because they are relatively young 
compared with the domestic population, the Uebersiedler and 
Aussiedler should contribute to a modest alleviation of the 
longer-term problems facing Germany's social security system 
arising from the country's ageing and declining population. 





-10- 


IMPLICATIONS FOR THE UNITED STATES 


Germany is a market economy posing few formal barriers to 
American trade and investment. It is an excellent place to do 
business. According to the U.S. Department of Commerce, U.S. 
exports to Germany totaled $14.2 billion in 1988, a dollar gain 
of 22 percent over 1987. 


Given the present exchange rate situation, the price of most 
U.S. products should not prove an insurmountable obstacle to 
selling in Germany. In 1988, the U.S. trade deficit with 
Germany was $13.1 billion. While U.S. imports from Germany in 
1989 showed little growth over 1988, U.S. exports are estimated 
to have increased by over 30 percent. As a result, the 1989 
U.S. bilateral deficit is estimated to have fallen by over 50 
percent. 


The current commercial environment in the Federal Republic is 
one that would evoke the envy of most other countries. Even 
the more than 3 percent inflation rate in 1989, higher than the 
recent German norm, would be a welcome figure in most 
economies. An integrated European market is not expected to 
bring about a substantial increase in Germany's export to other 
EC countries. There seems to be a growing appreciation that 
whatever direction the integrated market takes, Germany is 
coing to be near its geographic heart. The city of Frankfurt 
and its environs epitomize German reaction to integration, 
Office space in this area is scarce, despite substantial new 
construction. This year, Frankfurt is expected to surpass even 
Brussels as host to the largest number of U.S. state and 
investment offices. 


Relatively high production costs have led to greater automation 
and enabled the country to remain a highly competitive producer 
of medium technology wares, e.g., automobiles and machinery. 
This environment has sparked a surge in takeovers of German 
enterprises by foreign investors. These numbered 228 during 
the first six months of 1989, a 30 percent increase over the 
same period in 1988 and nearly double the total for the 
comparable 1987 period. Of the 1989 acquisitions, 42 were by 
American businesses, down somewhat from the 1987 total of 47, 
but well above 1987's 26. The German appetite for foreign 
acquisition has continued to grow, but it has turned 
increasingly toward Europe. The number of acquisitions in the 
United States fell to 14, from 25 in 1988 and 21 in 1987. 
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Altogether, takeovers by foreigners of German companies in the 
first half of 1989 surpassed German takeovers abroad by 
228 to 95, 


German labor costs are high, offset in part by the fact that 
Germany, in recent years, lost only one day per thousand 
workers to strikes and other work stoppages. German labor and 
political stability are unmatched in Europe, with the tendency 
to seek social consensus rather than confrontation and a 
manufacturing sector accustomed to a high standard of quality. 


The German market is a lucrative one. The German population 
enjoys a very high standard of living, high savings and low 
inflation rates. It is also a market where quality and service 
are the watchwords. The Germans have a high regard for the 
American talent for innovation. While perceptions of the 
quality of U.S. products have not been favorable across the 
board, they have improved significantly. 


American goods are most highly regarded in those areas where 
the United States is most competitive (at the top of the market 
and where the latest technology is a factor), e.g., computer 
software and peripherals; electronic components; health care 
and medical devices, and synthetics. Most American sales are 
of goods used in the intermediate stages of production (few 
German firms will opt for a product solely because it carries a 
lower initial price tag). State of the art technology is 
valued, as stated above, especially if it contributes to lower 
labor costs. 


Computers and peripherals and the software sectors offer the 
best combined sales and growth prospects. For the former, the 
U.S. and Foreign Commercial Service (US&FCS) in Bonn has 
calculated an overall market in 1989 of $18.5 billion and U.S. 
sales of $5.3 billion, a growth rate in the latter figure of 
10-15 percent per year through 1992. For software, a total 
1989 market of $10.0 billion and a U.S. import share of 

$3.3 billion, with a growth rate in the U.S. share of 

10 percent per year through 1992, is expected. Despite the 
relatively modest level of domestic investment forecast for the 
Federal Republic, the CAD/CAM/CAE/CIM market exceeded $560 
million in 1988 and is expected to reach $614 million by 1991. 
The U.S. share of this market is 70 percent, and it will remain 
an attractive area for American suppliers. 
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Other sectors that should receive the attention of American 
suppliers are: laser and opto-electronics, electronic 
components, electronics industry production and test equipment, 
automotive parts and equipment, analytical and scientific 
equipment, chemicals, industrial process controls, and 
telecommunications and fiber optics. Attractive opportunities 
are also found in the franchising, robotics, environmental, 
aerospace, sporting goods, and photographic fields. 


The US&FCS in Germany continues to encourage greater American 
participation in trade fairs as the most cost effective vehicle 
for introducing new or improved products to the German market. 
Trade promotion events with Commerce Department support include 
major German international trade fairs featuring: sporting 
goods (ISPO and IWA), textiles and apparel (HEIMTEXTIL and 
TECHTEXTIL), automobile parts and accessories (AUTOMECHANICA), 
biotechnology (BIOTECHNICA), analytical and scientific 
instrumentation (ANALYTICA), aerospace (ILA), and CAD/CAM 
equipment and software (CAT). 


In March, the United States will be the partner country 
featured at the CeBIT 90 trade fair, which is held annually in 
Hannover. A symposium, "Business USA" will take place in 
conjunction with CeBIT 90 -- the world's largest trade fair for 
the computer, software, office automation, and 
telecommunications industries, 


For further information on opportunities to export to the 
Federal Republic of Germany, including market studies on the 
best prospect industries and trade fair information, contact 
the Germany Desk, at (202) 377-2434/5. The address is: 
Germany Desk, Room H-3043, International Trade Administration, 
U.S. Department of Commerce, Washington, D.C. 20230. 








